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August 15, 2000

Ms. Deborah A. Lathen
Chief
Cable Services Bureau
Federal Communications Commission
445 12th Street, SW
Washington, D.C. 20554

Re: CERC Response to July 7,2000 Status Report
PP Docket No. 00-67 (Cable Compatibility)
CS Docket No. 97-80 (Navigation Devices)

Dear Ms. Lathen:

We are in receipt of a document titled "Response of the Consumer Electronics Retailers
Coalition ("CERC") to the July 7, 2000 Cable Industry Status Report" filed August 2, 2000 in
CS Docket No. 97-80 dealing with the commercial availability of navigation devices. CERC
also sent a copy of that filing to Chairman Tauzin of the House Subcommittee on
Telecommunications, Trade and Consumer Protection.

In essence, the CERC "Response" repeats erroneous claims about the cable indUStry's
compliance with the Commission's Navigation Device rules. In a cover letter to Chairman
Tauzin, CERC highlights two such claims: (1) "While some 'PODs' may be available,
specifications to allow competitive entrants to build Navigation Devices utilizing such PODs
were not available on a timely basis"; and (2) "Even if such products could have been built by
July 1,2000, only a 'draft' of a license allowing the production, distribution, and connection to
cable systems of such products has been available."

These CERC allegations about the availability of technical specifications for "host"
devices and the copy protection terms of the so-called DFAST license repeat arguments raised by
Circuit City and the Consumer Electronics Association ("CEA") in the Navigation Devices
docket (CS Docket No. 97-80), in the various proceedings addressing cable operator requests for
waiver of the separate security requirements for "hybrid" boxes, and in the pending Cable
Compatibility Rulemaking (PP Docket No. 00-67).

Rather than repeat our earlier responses to these allegations, we attach a copy of the letter
we have sent to Chairman Tauzin in response to the CERC submission. We also reiterate our
willingness to address the CERC/Circuit City/CEA claims with you and your staff as we have
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done in the past. We have discussed many of these issues not only in written filings, but also in
meetings with your staff and others. In particular, concerns about the availability of technical
specifications for "host" devices have been the subject of a number of meetings at the
Commission including some called at the request of FCC staff. And, as you know, issues
regarding the copy protection provisions of the CableLabs DFAST license are being considered·
in the FCC's Cable Compatibility Rulemaking. We have met with FCC staffers involved in that
effort on a number of occasions.

If you have any questions about these issues, please do not hesitate to contact us.

Sincerely, ,

Daniel L. Brenner

DLB:gml

Attachments

cc: The Honorable William E. Kennard
The Honorable Susan Ness
The Honorable Harold Furchtgott-Roth
The Honorable Michael Powell
The Honorable Gloria Tristani
William Johnson, Deputy Chief, Cable Services Bureau
Deborah Klein, Division Chief, Consumer Protection & Competition Division
Dr. Robert Pepper, Chief, Office of Plans & Policy
Jonathan Levy, Economist, Office of Plans & Policy
Amy Nathan, Sr. Legal Counsel, Office of Plans & Policy
Dale Hatfield, Chief, Office of Engineering & Technology
Magalie R. Salas, Secretary
Robert Schwartz, Esq., McDennott Will & Emery
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Ms. Deborah A. Lathen
Chief
Cable Services Bureau
Federal Communications Commission
445 12th Street, SW
Washington, D.C. 20554

Re: CERC Response to July 7, 2000 Status Report
PP Docket No. 00-67 (Cable Compatibility)
CS Docket No. 97-80 (Navigation Devices)

Dear Ms. Lathen:

We are in receipt of a document titled "Response of the Consumer Electronics Retailers
Coalition ("CERC") to the July 7, 2000 Cable Industry Status Report" filed August 2, 2000 in
CS Docket No. 97-80 dealing with the commercial availability of navigation devices. CERC
also sent a copy of that filing to Chairman Tauzin of the House Subcommittee on
Telecommunications, Trade and Consumer Protection.

In essence, the CERC "Response" repeats erroneous claims about the cable industry's
compliance with the Commission's 'Navigation Device rules. In a cover letter to Chairman
Tauzin, CERC highlights two such claims: (1) "While some 'PODs' may be available,
specifications to allow competitive entrants to build Navigation Devices utilizing such PODs
were not available on a timely basis"; and (2) "Even if such products could have been built by
July 1,2000, only a 'draft' of a license allowing the production, distribution, and connection to
cable systems of such products has been available."

These CERC allegations about the availability of technical specifications for "host"
devices and the copy protection terms of the so-called DFAST license repeat arguments raised by
Circuit City and the Consumer Electronics Association ("CEA") in the Navigation Devices
docket (CS Docket No. 97-80), in the various proceedings addressing cable operator requests for
waiver of the separate security requirements for "hybrid" boxes, and in the pending Cable
Compatibility Rulemaking (PP Docket No. 00-67).

Rather than repeat our earlier responses to these allegations, we attach a copy of the letter
we have sent to Chairman Tauzin in response to the CERC submission. We also reiterate our
willingness to address the CERC/Circuit City/CEA claims with you and your staff as we have
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done in the past. We have discussed many ofthese issues not only in written filings, but also in
meetings with your staff and others. In particular, concerns about the availability of technical
specifications for "host" devices have been the subject of a number of meetings at the
Commission including some called at the request of FCC staff. And, as you know, issues
regarding the copy protection provisions of the CableLabs DFAST license are being considered·
in the FCC's Cable Compatibility Rulemaking. We have met with FCC staffers involved in that
effort on a number of occasions.

IT you have any questions about these issues, please do not hesitate to contact us.

Sincerely,

Daniel L. Brenner
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Attachments

cc: The Honorable William E. Kennard
The Honorable Susan Ness
The Honorable Harold Furchtgott-Roth
The Honorable Michael Powell
The Honorable Gloria Tristani
William Johnson, Deputy Chief, Cable Services Bureau
Deborah Klein, Division Chief, Consumer Protection & Competition Division
Dr. Robert Pepper, Chief, Office of Plans & Policy
Jonathan Levy, Economist, Office of Plans & Policy
Amy Nathan, Sr. Legal Counsel, Office of Plans & Policy
Dale Hatfield, Chief, Office of Engineering & Technology
Magalie R. Salas, Secretary
Robert Schwartz, Esq., McDermott Will & Emery
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The Honorable William J. Tauzin
Chairman
Subcommittee on Telecommunications, Trade

And Consumer Protection
House Commerce Committee
2183 Rayburn House Office Building
Washington, D.C. 20515

Re: July 25 2000 Oversight Hearing on High Definition Television (HDTV)
And Related Matters; Response to CERC Submission For The Record

Dear Chairman Tauzin:

I am writing to respond to a letter sent to you on August 2, 2000, by the Consumer
Electronics Retailers Coalition ("CERC") which presents a misleading picture of the cable
industry's compliance with the FCC's Navigation Device rules. CERC does so by submitting for
the record the "Response of the Consumer Electronics Retailers Coalition to the July 7,2000,
Cable Industry Status Report." Notably, CERC did not include for the record a copy of the
Status Report it criticizes. A copy of that report, which describes in detail how the cable industry
has complied with the FCC's rules, is attached for inclusion in the record of the above-referenced
proceeding.

The industry's July 7, 2000, Status Report advised the FCC of the ongoing efforts of
CableLabs, a research and development consortium of cable television operators representing
both North and South America, to develop specifications to enable manufacturers to build: (1)
digital Point-of-Deployment ("POD") separate security modules for cable operators to make
available to their subscribers; and (2) "host" products (e.g., digital set-top boxes) compatible
with the PODs. The goal of these specifications is to foster the commercial availability of
navigation devices.

Most important, the industry reported to the FCC that, as a result of CableLabs' efforts,
cable operators were able to meet the Commission's July 1, 2000, deadline to have digital PODs
available for customers who obtain digital "host" set-top boxes at retail stores. It also advised
the FCC that CableLabs had published specifications for both unidirectional and bi-directional
"host" devices and was working on "middleware" which is software that can be included in set­
top boxes and other navigation devices to make them portable, i.e., able to work with compatible
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cable systems anywhere in the country. Portability is a key FCC goal, but not one that had to be
achieved by the FCC's July 1,2000, deadline for the availability of digital PODs. l

Contrary to the suggestion in the CERC "Response," there are reasons - unrelated to the
misplaced claims about a failure of CableLabs to provide certain technical specifications - why
retailers have refused to place orders for set-top boxes compatible with the digital PODs now
available from cable operators. Plain and simple, this is a dispute over the commercial terms by
which retailers would provide set-top boxes to cable customers. The disagreement centers on
retailers' desires to extract from cable operators a portion of the operators' revenues from cable
subscribers' use of retailer-supplied devices to access cable operator services.

As the attached Status Report demonstrates (at pp. 9-11), retailers were approached by
manufacturers offering to build digital set-tops compatible with the digital PODs that would be
available from cable operators in time for delivery by July I, 2000. One retailer responded that,
while it was interested in selling digital set-top boxes, it would do so only if a satisfactory
business model existed that made it financially viable to sell such boxes - they were not
interested in selling ''just boxes." That experience is reflected in press reports to the same effect.
For example, one article reported that "[a] few large national retailers hope to hold out for a
share of on-going service revenues before they'll market cable modems or digital boxes."z
Another quoted Wachovia Securities industry analyst George Hunt as saying: ''The first thing
Circuit City wanted was a portion of the monthly cable bill.,,3 Indeed, on the very day your
committee held its HDTV hearing, USA Today quoted a Radio Shack senior executive as saying
"we believe that we deserve a piece of that [cable] revenue stream.,,4 As a senior FCC staffer
who has been intimately involved in the implementation of the FCC's Navigation Devices rules
has said: "These things are a matter of concern, but it's not our job to force the market.,,5
Retailers apparently need to be reminded that Congress mandated that navigation devices be
made available at retail, not that cable operators must pay an annuity to retailers.

I See Implementation of Section 304 of the Telecommunications Act of 1996, Commercial Availability of
Navigation Devices, Report and Order, CS Docket No. 97-80, 13 FCC Rcd 14775, 14823('1126) (1998)("[W]e
have not adopted specific rules to mandate portability or interoperability.").

2 "MSOs Tread Carefully Into Retail World: Retailers Want Piece of the Profits Too," Multichannel News, May 1,
2000 at 21.

3 "Scientific-Atlanta readies for retail of set-top boxes," The Atlanta Constitution, June 28, 2000, at B-1, 9. See
also, "PODs Without Boxes: Retailers Have No Digital Cable Set-Tops to Sell," Communications Daily, July 14,
2000, at 1("One of the biggest issues appears to be a lack of [aJ business model for selling competitive cable
boxes profitably at the retail level, particularly with no proven consumer market for devices....")

4 "Bickering Delays Retail Debut of Set-Top Cable Boxes," USA Today, July 25, 2000, at B-1.

5 "PODs Without Boxes: Retailers Have No Digital Set-Tops to Sell," Communications Daily, July 14, 2000, at 2.
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One final note: CERC observes that "only a 'draft' of a license allowing the production,
distribution, and connection [of retail set-top boxes] to cable systems has been available." It
alleges that that license - required of manufacturers by CableLabs so that a licensed technology
can be built into "host" navigation devices so they will work with operator-supplied PODs ­
violates FCC rules. There is more to the story than CERC would have you believe.

First, CableLabs has made available to manufacturers an "evaluation" license for the
technology - without the terms to which CERC objects - so they can develop, build and test set­
top boxes pending signing a "production" license enabling them to supply such boxes for retail
sale.

Second, the terms to which CERC objects would require manufacturers of set-top boxes
and other navigation devices to make certain that those devices abide by certain copy protection
requirements. Those requirements were included in the CableLabs license at the behest of the
Motion Picture Association of America ("MPAA") and other representatives of the content
provider community. Without such provisions, MPAA and others say navigation devices would
not adequately protect cable-delivered high-value digital content from being copied and
distributed (including over the Internet), resulting in an infinite number of pristine digital copies
of their programming flooding the market.

Ifnavigation devices built to CableLabs' specifications do not provide adequate copy
protection, the FCC has been told that the content community will not provide high-value digital
content to cable operators which will have an obvious detrimental effect on the digital transition.
Without high-value digital programming, consumers will have little reason to purchase digital
television sets.

Finally, as CERC recognizes, because of the critical importance of copy protection to the
digital transition, the FCC has a proceeding pending addressing the very issues CERC raises:
whether the copy protection terms of the CableLabs license violate FCC rules, and, even if they
might, whether those terms are in the public interest and justify a waiver of any FCC rules
inconsistent with them.6 That the July 7, 2000, Status Report did not address the licensing issue
is not "astonishing" as CERC would have one believe.7 The purpose of the Status Report was to
apprise the FCC of the industry's efforts at achieving commercial availability of navigation
devices. The FCC well knew the status of the licensing issue since th~t issue was pending before
the Commission. In that proceeding, a variety of content providers - MPAA and its member
companies, television broadcast networks, cable programming networks, professional and
collegiate sports leagues and others - have argued to the FCC that provision of digital copy

6 In the Matter of Compatibility Between Cable and Consumer Electronics Equipment, PP Docket No. 00-67, FCC
00-37, Notice ofProposed Rulemaking, released April 14, 2000.

7 See CERC Response at 12.
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protection is essential to instill confidence in content providers that the cable distribution system
protects their intellectual property from unauthorized copying and retransmission.

In sum, the navigation device picture is more complicated - involving commercial,
technical and copyright issues - than CERC would have one believe. The FCC, in a number of
related proceedings, is attempting to sort through these issues and arrive at a resolution in a
manner that will serve the consumer by expediting the digital transition.

I appreciate the opportunity to complete the record on the issues raised by CERe and I of
course stand ready to discuss these and other issues with you and your staff.

Sincerely,

Robert Sachs

Attachment
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SUMMARY

As a result of CableLabs' successful efforts in developing specifications to enable

manufacturers to build digital Point-of-Deployment ("POD") separate security modules and in

assisting manufacturers in developing products compliant with those specifications, cable

operators met the Commission's July 1, 2000, deadline to have digital separate security modules

available for customers who obtain their digital "host" set-top boxes at retail stores. In addition,

manufacturers of retailer-supplied boxes have all of the "build-to" specifications they need to

build a first generation, OpenCable-compliant set-top box although apparently no retailer has

placed orders for such boxes. CableLabs is continuing its efforts, in conjunction with cable

operators, consumer electronics equipment manufacturers and retailers, to develop next

generation navigation devices with "middleware" to foster the portability of navigation devices.

While the FCC has made clear it wants to promote nationwide portability, that goal is not one

that was subject to the July 1,2000, (or any other) FCC deadline or rule.

As for the requirement for an analog separate security module for use in hybrid boxes

sold at retail, no manufacturer has come forward to build an analog separate security module

based on the Decoder Interface specification published by CableLabs, and, to our knowledge, no

retailer has ordered a hybrid host device based on those specifications. Nevertheless, cable

operators have taken a number of approaches to satisfy the FCC's analog separate security rule in

light of these facts.

In particular, at the cost of scarce channel space, they have duplicated their scrambled

analog programming on digital tiers so that consumers will have no disincentive - based on the

lack of an analog POD module - to purchase digital boxes at retail. And, in fact, because no

retailers appear to have placed orders for digital set-top boxes, the absence of an analog separate
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security module - or even the inability of a cable operator to upgrade its system to permit

duplication of its scrambled analog programming - will have no effect on subscribers' incentives

to obtain digital boxes at retail. In any event, for the small percentage of subscribers covered by

pending "analog POD" waiver requests, as soon as their systems are upgraded or other steps are

taken, they too will be unaffected by the absence of an analog separate security module.

III
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STATUS REPORT

CS Docket No. 97-80

Pursuant to the Commission's Report and Order in the above-captioned proceeding, the

undersigned multiple system operators r'MSOs") and the National Cable Television Association

("NCTA") hereby submit the fourth semiannual progress report called for in the Report and

As we report herein, cable operators met the Commission's July 1, 2000 deadline to have

digital separate security modules available for customers who obtain digital "host" set-top boxes

at retail stores. Specifications for digital set-top boxes were released in October 1999. and at

least two manufacturers have approached retailers offering to build such boxes. However. to our

knowledge, no retailer has placed an order for digital set-top boxes which will accommodate the

digital security modules now available from cable operators.

In the Matter of Implementation of Section 304 of the Telecommunications Act of ]996, Commercial
Availability of Navigation Devices, Report and Order, CS Docket No. 97-80, 13 FCC Rcd 14775
(1998)C'Report and Order"). While only the undersigned MSOs were ordered to submit semiannual status
reports, Motorola Broadband Communications Sector ("Motorola") (then General Instrument Corporation) and
Scientific-Atlanta. Inc. (US-A") had also signed the letter which was sent to NCTA's president, was submitted
for the record in this proceeding, and gave rise to the MSO reporting requirement. For that reason, and because
of their contributions to the successful CableLabs effort, Motorola and SA are also signing this Status Report to
reflect their continuing commitments to the OpenCable project.



BACKGROUND

The Commission ordered the filing of semiannual status reports to assure itself that the

cable industry, through Cable Television Laboratories, Inc. ("CableLabs"), was making steady

progress in the development of specifications for a digital security "Point of Deployment"

("POD") module and for a digital security module interface as well as to apprise it of other

industry efforts to foster the availability of navigation devices as required by the Report and

Order.

On June 24, 1998, the Commission released its Report and Order in this proceeding

implementing Section 304 of the Telecommunications Act of 1996. Section 304 calls upon the

Commission to adopt rules to ensure the commercial availability of navigation devices, while not

jeopardizing the signal security of an affected multichannel video programming distributor

("MVPD"). As part of that Report and Order, the Commission determined that one means of

implementing these twin goals was to separate security functions from non-security functions and

to require that only the non-security functions be made commercially available in equipment

provided by entities unaffiliated with the MVPD. The security functions would reside in a

separate security module to be obtained from the MVPD.

In its decision, the Commission referenced the ongoing effort of CableLabs, a research

and development consortium of cable television system operators representing both North and

South America, to develop specifications for both a digital security module and a digital security

module interface. The OpenCable effort was focused on cable's digital set-top boxes. It was

envisioned that once such specifications were developed and the interface was adopted as an

industry standard, manufacturers could produce digital navigation devices (such as digital cable

set-top boxes) with the standardized digital security module interface and make such equipment

2



available at retail. Cable operators would then supply a compatible digital security module to the

customer. Significantly, the Commission expressly declined to require that either the POD

module or the host devices be portable or interoperable.2

In the course of the Navigation Devices proceeding, the Commission requested from the

cable industry a schedule of milestones for meeting the OpenCable forecast of September 2000

for having digital security modules available from cable operators. The schedule submitted to

the Commission included milestones for the development of specifications for the digital security

module and the digital security module interface. It also included a post-specification time-line

for development and production of the digital security module.

The Commission adopted a more aggressive schedule than the existing CableLabs

schedule and ordered that digital security modules be available from cable operators by July (not

September) 2000 and applied that deadline not only to digital boxes, but also to analog and

hybrid boxes (i.e., those that descramble both analog and digital signals). On reconsideration, the

Commission concluded that the analog separate security requirement would not apply to "analog-

only" boxes but would still apply to "hybrid" boxes if a cable operator deployed hybrid boxes

and its subscribers used the analog descrambling capabilities of those boxes. The Report and

As the Commission said: "[W]e have not adopted specific rules to mandate portability or interoperability....
[P]ortability refers to being able to move a device from one geographic area to another and have it able to
function with the same type of service provider,~ equipment could be used with different cable operators in
different parts of the country. Interoperability refers to the ability to operate across different multichannel video
programming services interchangeably,!<& equipment could be used with both a cable operator and DBS
provider. Report and Order, 13 FCC Rcd at 14823(1126), When CableLabs and we use the term
"interoperable" it does not mean the ability of equipment to operate across different MVPD systems as it means
in FCC parlance. See page 5, infra.
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Order also included (without change) the industry-provided schedule of interim milestones for

development of the digital separate security module and specifications for its interface?

Eight multiple system operators involved in the OpenCable project, as well as Motorola

(then General Instrument Corporation) and Scientific-Atlanta, had made commitments to that

project in a letter to NCTA, which was submitted for the record in this proceeding. To "assure

itself that the schedule was being met," the Commission ordered the MSOs to file semiannual

progress reports with the Commission.4 In those reports, the MSOs were asked to detail "the

progress of their efforts and the efforts of CableLabs to assure the commercial availability to

consumers [of navigation devices].,,5 This is the fourth of those status reports.

THE DIGITAL SECURITY MODULE AND ITS INTERFACE

As we have been reporting, CableLabs has been "on track in developing and delivering

the information necessary so that manufacturers can build digital security modules and host

devices with a digital security module interface.,,6 Because digital separate security or "POD"

modules from two manufacturers were verified as interoperable by CableLabs, cable operators

were able to have them available for their customers by the Commission's July 1,2000 deadline.

The milestones specified in the initial CableLabs/OpenCable work plan, employed by the

Commission as the framework for establishing the accelerated timetable for implementation of

the digital separation requirement,7 have been achieved through the efforts of CableLabs and

Report and Order, 13 FCC Red at 14806-07(177).

4

6

ld. at 14808-09(181), 14827-28(1139).

ld.

Status Report, filed in CS Docket No. 97-80, at ] -2 (Jan. 7, 2000) ("January 2000 Status Report").

See Report and Order, 13 FCC Red at 14806 (CJ[77).
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industry participants, including members of the consumer electronics industry. These efforts

included completion of Phase I testing for the preliminary digital security module prototype,

construction of a prototype for the final digital POD module form-factor, together with Phase IT

testing for the final form-factor prototype.8

Since the beginning of this year, several prospective digital POD module vendors

completed the final form-factor work, as well as full product demonstrations, and two - Motorola

and Scientific Atlanta - submitted digital POD modules to the CableLabs Review Board for

testing during the six-week CableLabs review process which began on May 22,2000.

On June 29, 2000, CableLabs completed its first OpenCable test wave and verified the

interoperability of the digital removable security devices submitted by Motorola and Scientific­

Atlanta. In so doing, the Review Board verified that the removable POD modules were able to

support analog video and audio and digital video and audio, and were able to decrypt digital

video and audio in both manufacturers' host devices.

Accordingly, cable operators were able to take delivery of digital POD modules by July 1,

2000 to meet consumer demand. As might be expected with the roll-out of new equipment,

some software bugs have been found with POD modules and host devices of one manufacturer

when they were tested in the field with an MSO's specific system configuration. Work is

underway to correct these problems where they occur. In addition, the other manufacturer has

provided working POD modules and headend software to all of its customers to demonstrate

compliance with the FCC requirements and it has begun providing software upgrades to

headends.

January 2000 Status Report at 6-7.
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The minor debugging of some POD module software and the software upgrading of

certain headends to fully support the digital POD modules should have no negative effect on the

commercial availability of navigation devices. This is so because, to our knowledge, no retailer

has placed an order for compatible "host" set-top boxes, despite the fact that the specifications

for both unidirectional and bi-directional set-top boxes were completed in October, 1999 when

they were released to the public.

Some retailers have defended their failure to order host devices built to OpenCable

specifications by claiming that specifications for "unidirectional" (non-interactive) devices have

been "late and incomplete" and that specifications for "bi-directional" (interactive) devices will

be "at least a year behind schedule" and "at least a year away from reaching consumers.,,9

But these assertions ignore the fact that CableLabs has worked tirelessly to facilitate the

design and introduction of host devices that operate in conjunction with OpenCable-compliant

POD modules. Most notably, in October 1999, OpenCable publicly released complete

specifications for "interactive" and "non-interactive" host devices that can operate on bi-

directional and unidirectional cable systems, respectively.1O These specifications, which were the

product of a two-year effort by CableLabs - and included a rigorous review process - spell out

for suppliers and others how to build products compatible with the OpenCable architecture.

Comments of Circuit City Stores, Inc., in PP Docket No. 00-67, filed May 24, 2000 at 3 ("Circuit City
Comments").

10
January 7, 2000 Status Report at 7. The October 1999 release included "specifications for hardware elements
including the unidirectional functional requirements, the bi-directional functional requirements, the
unidirectional terminal requirements, the OpenCable network interface and the host POD module interface"
and, while labeled "interim" specifications, "they are essentially final in all respects." Id. '
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With the release of these specifications, the January 2000 Status Report noted,

"manufacturers could begin building first generation OpenCable-compliant digital set-top boxes

for delivery by July 2000 that will work with cable-operator supplied OpenCable-compliant POD

modules."ll And, indeed that is what some manufacturers did.

At the Western Cable Show this past December, CableLabs and the California Cable

Television Association co-sponsored CableNET®, an educational forum demonstrating the

potential of the cable industry's hybrid fiber/coaxial systems. As a part of CableNET, numerous

companies teamed together to demonstrate the progress they had made in achieving

interoperability. CableLabs conducted interoperability tests involving nine major consumer

electronics manufacturers, five conditional access suppliers, and three headend suppliers. Among

the OpenCable interoperability host device providers at CableNET were General Instrument,

Microsoft, Panasonic, Philips, Samsung, Scientific-Atlanta and Zenith. POD module

manufacturers included: General Instrument, Mindport, NDS, Nagravision, Scientific Atlanta and

SCM Microsystems. In addition, headend equipment providers for OpenCable were DiviCom,

General Instrument and Scientific-Atlanta. Retail participants included Microsoft, Pioneer, and

Sony. Those tests demonstrated a significant level of interoperability between various removable

security or POD modules and host devices. 12

II

12

Id. at 8. The POD technology supports both unidirectional and bi-directional applications. As currently
configured, the POD technology includes the architecture and platform to deploy advanced services. Additional
functionality can be deployed through software upgrades to the host.

To date, CableLabs has conducted three formal interoperability events, in which twenty manufacturers of digital
POD modules and host devices have participated. In addition to these events, POD module and host
manufacturers' equipment has been tested at CableLabs. as well as in one-on-one sessions at various
manufacturers' sites.
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Further interoperability tests were held in March - involving many of the same vendors ­

in which significant progress in the development of POD modules and host devices was

demonstrated. In April, CableLabs sponsored a hardware developers' conference, which was

designed to bring together companies that provide components or technology sub-systems with

manufacturers of host devices to help them build to OpenCable specifications. Finally, two

vendors submitted digital host devices to the CableLabs Review Board for testing in the six-week

OpenCable test wave that began May 22, 2000. While neither vendor's host device passed the

rigorous OpenCable testing process, it is expected that those vendors - and perhaps others - will

submit host devices for testing in the next test wave beginning July 10, 2000.

In addition to OpenCable interoperability events, considerable bilateral activity has

occurred and is occurring between individual vendors in preparation for the interoperability

events. Companies can learn - and have learned - a great deal from these joint efforts to get two

manufacturers' products working together. This kind of intensive effort greatly increases the

value of the formal interoperability events conducted by CableLabs.

These efforts by CableLabs (with the significant input of consumer electronics

manufacturers) make plain that the specifications released by CableLabs for unidirectional set­

tops were neither "late and incomplete" nor were the bi-directional specifications "at least a year

behind schedule." In fact, manufacturers have the information available to build unidirectional

and bi-directional set-top boxes comparable to the digital boxes cable operators deployed when

the Commission set the July I, 2000, deadline.

Nevertheless, while apparently conceding that the specifications released are sufficient to

build host devices, some assert that the bi-directional specifications will not produce a set-top

8



box equal to those cable operators currently provide. 13 In-fact, manufacturers of set-top boxes

are free to incorporate their own unique features in those boxes, as do existing set-top box

manufacturers, as long as the boxes work with the services, features, and functions offered by the

purchaser's cable system and do not jeopardize signal security or cause hann to the network.

Boxes built to the OpenCable bi-directional specifications will indeed be a platfonn

comparable to the bi-directional boxes cable operators deploy - or at least those deployed when

the Commission issued its Navigation Devices order. It must be remembered that, if the

retailers' argument is accepted - i.e., that OpenCable must immediately produce set-top box

specifications identical to those used in boxes newly-introduced by any cable operator - it would

be an impossible task. CableLabs would constantly be shooting at a moving target, as new

services are introduced by operators across the country - services which vary widely from

operator to operator and system to system.

In this regard, CableLabs is developing further extensions to the current specifications,

which will include specifications for standardized Application Programming Interfaces ("APIs")

or "middleware," designed to enhance the portability of OpenCable products across brands and

operating systems. As a result, set-top boxes will be upgradable with a software download to

support all of the services offered on any cable system. Given that the initial implementation of

innovative services such as VOD and web-like TV services will vary widely, the only practical

solution to providing portability of navigation devices is the OpenCable middleware initiative.

"Scientific-Atlanta readies for retail of set-top boxes," The Atlanta Constitution, June 28, 2000, at E-l (quoting
Circuit City spokesman as saying, "Our company's waiting at this time for the evolution of the product. We are
hesitant about selling a product that doesn't have the same functionality as boxes leased from [cable
companies].")
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Contrary to some retailers' assertions, this middleware initiative is not "behind schedule,"

because there was no FCC requirement that OpenCable develop specifications to assure

portability of navigation devices - i.e., the ability of one set-top box to be used on any cable

system. In fact, the Commission specifically disclaimed any requirement that navigation devices

be portable. 14 The middleware initiative is just one of many CableLabs' projects which further

demonstrates the industry's commitment to work with vendors and other interested parties to

achieve the goals of retail availability - and eventually portability - of navigation devices.

In addition, some retailers argue that they refuse to place orders for unidirectional or bi-

directional set-top boxes because they are waiting for specifications for a bi-directional integrated

digital television ("DTV") set, i.e., a DTV set with bi-directional set-top box functionality built

into the set, specifications which some retailers claim are "at least a year behind schedule."

Those who make this argument ignore the fact that it is unlikely the FCC envisioned the July 1,

2000, deadline as encompassing a requirement that CableLabs and the cable industry develop

specifications for an integrated DTV set. This is because (I) the OpenCable effort upon which

the FCC said it would rely for the development of specifications was at that time only addressing

separation of security from non-security functions in set-top boxes, not in integrated DTV sets,

and (2) there were no such sets available when the July I deadline was imposed. In any event, an

integrated bi-directional DTV set can be developed based on the specifications for the bi-

directional set-top box which are available.

Despite the fact that integrated DTV sets were not the subject of the OpenCable project -

which, after all, delivered on its commitment to develop specifications so that a digital separate

14 S
~ Report and Order, I3 FCC Rcd at 14823 (lj[126)("[W]e have not adopted specific rules to mandate
portability or interoperability.")

10



security module and host set-top box could be produced three months earlier than anticipated­

CableLabs and the cable industry have cooperated with the Consumer Electronics Association to

clarify specifications needed to build integrated DTV sets. Most notably, last February, the cable

and consumer electronics industries reached two agreements on the compatibility of cable

systems and digital television sets. The first agreement clarifies a portion of the technical

specifications necessary for set manufacturers to build DTV receivers that will connect directly to

cable systems to receive digital cable signals. The second agreement details the means to carry

Program and System Infonnation Protocol (PSIP) data on cable systems, including virtual

channel tables and event infonnation data, to support the navigation function in digital receivers.

These specifications have been incorporated into the OpenCable specifications and have been

adopted as an SCTE standard (DVS-313r2). Further discussions are expected between the two

industries on developing the specifications for the bi-directional (interactive) DTV sets which

retailers are justifiably eager to sell.

A final word must be said about the absence, on retailers' shelves, of host set-top boxes

built to the OpenCable specification. As noted above, retailers make a series of arguments about

why they have not placed orders for digital set-top boxes which will accommodate the digital

POD modules now available from cable operators. These arguments range from dissatisfaction

with the specifications for the set-top boxes to a desire to await the development of the more

profitable integrated DTV sets. In reality, it appears the retailers want more out of "commercial

availability" then merely being able to sell set-top boxes or even integrated DTV sets.

This fact is demonstrated by the unsuccessful efforts of at least one vendor - Motorola ­

who approached at least two retailers and offered to manufacture for those retailers digital set-top

boxes built to OpenCable specifications for July, 2000 delivery. Motorola's presentations were
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made to one retailer on February 2, 2000 and to the other retailer on March 21, 2000 - both at

each retailer's home offices. In essence, the retailers' responses indicated that, while they were

interested in selling digital set-top boxes, they would do so only if a satisfactory business model

existed that made it financially viable to sell such boxes - they were not interested in selling 'just

boxes." That reaction is consistent with trade press articles which describe how "[a] few large

national retailers hope to hold out for a share of on-going service revenues before they'll market

cable modems or digital-cable boxes.,,15

While there certainly is nothing wrong with retailers negotiating with cable operators over

the terms governing the sale of set-top boxes which will generate revenues for cable operators, it

is disingenuous for retailers to assert that the sole reason they have refused to place orders for

set-top boxes is because of deficiencies in the specifications. By the same token, as they have

done with other retailers, Scientific-Atlanta representatives have met with, and offered to sell

digital set-top boxes to, four major retailers. In one meeting with a large retailer on August 18,

1999, Scientific-Atlanta offered to supply that retailer with digital set-top boxes built to

OpenCable specifications. While meetings between the two parties continue, the retailer

expressed concerns about the absence of "middleware" specifications. 16 Again, there is nothing

wrong with a retailer declining to stock one product because a better product is on the horizon.

"MSOs Tread Carefully Into Retail World: Retailers Want Piece ofthe Profits, Too," Multichannel News, May
I. 2000 at 121. See also. "Scientific-Atlanta readies for retail of set-top boxes," The Atlanta Constitution, June
28,2000, at E-I, 9 (quoting Wachovia Securities industry analyst George Hunt as saying: ''The first thing
Circuit City wanted was a portion of the monthly cable bilL").

16 See id. at E-I (quoting Circuit City spokesman as saying, "Our company's waiting at this time for the evolution
of the product. We are hesitant about selling a product that doesn't have the same functionality as boxes leased
from [cable companies].")
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What is wrong, however, is asserting that the cable industry and the OpenCable effort have not

developed workable host device specifications. Even more egregious is the claim that the cable

industry did not develop middleware specifications "on time" when the portability which those

specifications facilitate was not required by the FCC's Navigation Devices orders or rules and

certainly was not required to be achieved by July 1, 2000.

THE ANALOG POD MODULE REQUIREMENT FOR HYBRID BOXES

In addition to requiring the separation of security from non-security functions in digital

navigation devices, the Commission initially ordered that the separation requirement also be

applied to the analog portion of both analog-only set-top boxes and hybrid boxes with analog and

digital descrambling functions. The deadline by which time cable operators had to have

available security modules to descramble analog programming in either analog-only or hybrid

boxes sold at retail was also set at July 1,2000. Just over one year ago, in its May 14, 1999,

Reconsideration Order, the Commission ruled that the separate security requirement would not

apply to operators who deployed analog-only set-top boxes, but it retained the requirement if the

operator deployed hybrid boxes and the operator's subscribers used the analog portion of those

boxes to descramble analog programming.

Despite the fact that some cable operators have filed for waivers of the hybrid box-analog

POD module requirement, over 95% of cable subscribers will not be affected by the absence of

analog POD modules or hybrid boxes sold at retail, either because the rule does not apply to their

cable operator or because the operator has taken other steps - such as duplicating any scrambled

analog programming on a digital tier - to achieve the very result for which the rule was adopted,

i.e., to eliminate any disincentive a consumer might have to obtain a digital set-top
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box at retail. 17

As discussed in our earlier Status Reports, CableLabs concluded that the only potentially

feasible approach to separating analog security and non-security functions in hybrid boxes was to

use either the existing Electronics Industry Association CHElA") standard EIA-105 HDecoder

Interface" or an abridged version of the standard. Including such an interface on hybrid set-top

boxes provided at retail would accommodate a connection for an external analog separate

security module. This module would be provided by the cable operator and would perform the

analog descrambling function.

Even before CableLabs proposed this approach to separating analog security from non-

security functions, the cable industry recognized the challenges to developing both hybrid set-top

boxes to be sold at retail and operator-supplied analog separate security modules for those hybrid

boxes. First, the analog modules are not needed in all-digital or all-analog systems. Second,

even if an operator deploys hybrid boxes, it need not make available analog POD modules for

hybrid boxes sold at retail if its subscribers do not use the analog descrambling portion of the

operator's hybrid boxes. That would be the case where, for instance, the operator duplicates its

scrambled analog programming on its digital tierCs).

A significant number of cable operators who have deployed hybrid boxes have opted to

provide just such "duplicated scrambled analog" programming to obviate the need to use the

analog descrambling function of the hybrid box. In such circumstances, although the operator

17 See In Re Implementation of Section 304 of the Telecommunications Act of 1996, Commercial Availabilily of
Navigation Devices, Order on Reconsideration, 14 FCC Red. 7596, 7603(!J[ 16) ("If hybrid boxes were included
in the deferral, it is more likely that subscribers would lack incentives to look to the marketplace for a digital
navigation device if their equipment choice to receive all services was either to lease a box from the MVPD, or
purchase a digital box at retail and obtain a separate analog box and a digital security module from the MVPD.")
("Reconsideration Order").
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must use precious channel space to duplicate its scrambled analog programming on a digital tier,

subscribers who obtain a digital set-top box at a retail store will not need to lease an analog or

hybrid set-top box with analog descrambling capabilities from his or her cable operator because

all programming which is available in the scrambled analog format will also be duplicated in

digital form.

The only instance where a hybrid digital/analog set-top box may have any utility - and

where operators would have had to have available analog POD modules in case a subscriber

obtained a hybrid box at retail - is where an operator does not duplicate its scrambled analog

programming on a digital tier and where subscribers take both digital services and scrambled

analog services. But this is expected to be a very small and rapidly shrinking market segment

and production of hybrid boxes which accommodate a separable analog security module - as

well as production of analog POD modules themselves - is not likely to be economically

feasible. No commenters in any of the related FCC proceedings has disagreed with this

assessment. As we said in our earlier reports, it is indeed arguable that this market segment by

itself cannot justify the costs to design and build a hybrid digital/analog set-top box to

accommodate a separate analog security POD module.

In any event, as noted above, CableLabs determined that the only potentially feasible

approach for a separate analog security POD module was to use the existing EIA-105 Decoder

Interface Standard as a basis for an optional OpenCable specification. In December 1999,

OpenCable published optional specifications for an analog interface based on the Decoder

Interface standard. That specification - IS-APOD-WDl-991208 - was made available on the
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OpenCable website. 18 As a result, manufacturers who were asked to build "hybrid" set-top boxes

with an interface for an analog POD module and manufacturers who were asked to build analog

POD modules could do so if demand were sufficient to build such uneconomic devices.

Even with its adoption as an optional OpenCable specification, the Decoder Interface

required additional work before commercial production was possible. That work included

construction and testing of a prototype as well as interoperability testing as was done with the

digital POD modules. CableLabs announced that it stood ready to assist any vendors who

requested assistance with design or interoperability testing for such devices. However, responses

to RFIs subsequently issued by CableLabs indicated that there is no manufacturer interest in

building analog POD modules or hybrid host devices using the OpenCable specifications. 19

Given the economic reality discussed above, this is quite understandable, particularly because

such efforts would have diverted essential resources from the development of digital POD

modules and host devices.

Finally, to our knowledge, no retailer has expressed any interest in selling hybrid host

devices20 and Circuit City, for one, is already on the record as saying the Decoder Interface was

"fast becoming an orphan in terms of potential implementation [and] should be put to rest insofar

as this [Navigation Devices] proceeding is concemed.,,21

18 <http://www.opencable.com/(visited July 6, 2000).

IY See NCTA Comments in Support of Waiver Requests, CSR 5545-Z, 5548-Z, filed May 22, 2000, at 8.

20 It should be noted that these observations are consistent with the Commission's own conclusions with respect to
the demand for "analog-only" devices. Reconsideration Order, 14 FCC Rcd at 7602 (113) ("We believe that the
perceived lack of consumer demand would make manufacturers unlikely to manufacture and retailers unlikely to
carry analog navigation devices even if the Commission denied rehearing on this issue.")

Circuit City Stores. Inc. Opposition to Petitions for Reconsideration, CS Docket No. 97-80, September 23,
1998, at 18.
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While consumer electronics manufacturers and retailers showed no interest in pursuing

the production or sale of hybrid host devices, the cable industry made - and continues to make -

good faith efforts at substantial cost in time and resources to satisfy the Commission's analog

separate security requirement.

First, through CableLabs, the cable industry attempted to resurrect the Decoder Interface

to use as a basis for the analog POD module and host interface, a course of action strongly - if

implicitly - suggested by the Commission's Navigation Devices Order.22 Second, in January,

when it became clear based on responses to the CableLabs RFIs, that no manufacturer intended

to build analog POD modules or hybrid boxes based on the Decoder Interface approach,

operators examined other options, particularly the duplication of analog scrambled programming

on digital tiers?3 Third, in March, NCTA published a Report entitled "Set-Top Boxes: Are You

Ready for J2K (July 2oo0)?" which described some of the options open to cable operators in the

absence of an analog POD module.24

Operators implemented these approaches and, as a result, over 95% of cable subscribers

will not be affected by the absence of analog POD modules and will have no disincentive - based

on the absence of such POD modules - to purchase digital boxes at retail. In fact, because

22 Report and Order, 13 FCC Rcd at 14795 ('j[52). See also, Brief For Respondents, General Instrument
Corporation. et al. v. FCC, Case No. 98-1420, filed December 1,1999 at 39 ("[D)evelopments in the analog
environment were more advanced [than in the digital environment]. Thus, the agency noted that the EIA-105
decoder interface standard - which provides a possible means of separating security in the analog environment ­
already was complete and had been approved as an Electronics Industry Association standard .... The decision to
base the deadline for [analog] separated security on the digital schedule, where less progress had been made,
was entirely justified.")

23 See,~ Charter Communications, Inc., Request for Waiver of 47 U.S. §76. 1204, CSR 5545-2, filed April 26,
2000; AT&T Broadband, L.e., Petition for Special Relief Under 47 e.F. §76.7, CSR 5548-2, filed May 5,
2000.

24
The report was also published on the NCTA Website at <http://www.ncta.com/(visited July 6, 2000).
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apparently no retailer has ordered any host digital set-top boxes, the absence of an analog POD

module - or even the inability of a cable operator to complete upgrades to permit duplication of

its scrambled analog programming - will have no effect whatsoever on subscribers' incentives to

obtain such digital boxes at retail.

The analog POD module waiver requests put out for comment by the FCC affect, at most,

approximately 5% of cable subscribers; the requests are limited in time; operators filing the

requests are committed to instituting measures, primarily upgrading systems to enable

duplication of their scrambled analog programming on digital tiers, so that their subscribers will

get the benefits intended by the Commission when it adopted the hybrid box-analog POD module

rule. 25 In no event can it be said that these de minimis waiver requests were not filed in "good

faith.,,26

Finally, we note that the Commission has already indicated flexibility with respect to the

July I, 2000, deadline for availability of the separate analog POD module. In its brief in the

consolidated appeals of the FCC's Navigation Devices orders, the Commission specifically

addressed the argument that applying the July 1, 2000, deadline to analog POD modules was

arbitrary since that date was based upon an industry-supplied deadline for digital POD modules.

Reconsideration Order, 14 FCC Rcd at 7603(116).

26 See. In the Maller of Charter Communications, Inc., et aI., Petitions for Waiver of the Requirement to Provide
Point of Deployment Modules in Section 76.1204 of the Communication's Rules, CSR Nos. 5545-Z, et aI.,
Order, DA 00-1483, released June 30, 2000, at !jf4. It can be assumed that if the waiver requests had been filed
earlier, as upgrades were in process, waivers for a greater number of subscribers would have had to have been
requested, and changes to the requests would have had to be made as upgrades progressed prior to July 1,2000.
In fact, MediaOne recently withdrew its petition for special relief because it had completed the upgrades
discussed in its petition prior to July 1,2000. See Letter from Susan M. Eid, Vice President, Federal Relations,
MediaOne, to Deborah Lathen, Chief, Cable Services Bureau, in CSR 5560-Z, June 24, 2000.
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As part of its response to that argument, the Commission and the Department of Justice

represented to the Court that:

[T]he Commission is monitoring [the] industry's progress toward
complying with the July 1, 2000, deadline and has indicated that !!
will continue to assess the propriety of the deadline based on the
semi-annual reports it receives from the industry.

* * *

[N]othing is set in stone. The Commission made abundantly clear
that it would monitor industry progress and market conditions to
evaluate the appropriateness of retaining its compliance
deadlines.27

CONCLUSION

As a result of CableLabs' successful efforts in developing specifications to enable

manufacturers to build digital POD modules and in assisting manufacturers in developing

products compliant with those specifications, cable operators had digital POD modules to make

available to customers by the July 1, 2000, FCC deadline. In addition, manufacturers of retailer-

supplied boxes have all of the "build-to" specifications they need to build a first generation,

OpenCable-compliant set-top box although apparently no retailer has placed orders for such

boxes. And CableLabs is continuing its efforts, in conjunction with cable operators, consumer

electronics equipment manufacturers and retailers, to develop next generation navigation devices

with "middleware" to foster the portability of navigation devices.

As for hybrid boxes, no manufacturer has come forward to build an analog POD module

based on the Decoder Interface specification published by CableLabs, and to our knowledge, no

27 Brief for Respondents. General Instrument Corooration, et al. v. FCC. Case No. 98-1420. filed December 1,
1999 at 19,39 (emphasis added).
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retailer has ordered a hybrid host device based on those specifications. Nevertheless, cable

operators have taken a number of approaches to satisfy the FCC's "analog POD module" rule in

light of these facts. In particular, at the cost of scarce channel space, they have duplicated their

analog scrambled programming on digital tiers so that consumers will have no disincentive ­

based on the lack of an analog POD module - to purchase digital boxes at retail. And for the

small percentage of subscribers covered by pending waiver requests, as soon as their systems are

upgraded or other steps are taken, they too will be unaffected by the absence of an analog POD

module.

In sum, CableLabs and the cable industry have met the Commission's July 1,2000

deadline for having digital POD modules available for cable customers and for developing

specifications for digital set-top boxes. Both the cable industry and CableLabs intend to continue

the work they are doing to develop specifications which will provide for the portability of

navigation devices (including integrated DTV sets) and which will permit the consumer to

receive all of the features and services that their cable operators offer.
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